Abstract
The reoccurrence of crisis is unavoidable, parallel with the reappearance of economic cycles. Economists have had the task of finding paths of coping with crisis, and in overcoming such crisis with as few damages as possible during any period of development.
By not wanting to dwell on every financial crisis of the world, after the crisis in 1945, we would like to state that the last crisis is the one having its onset with the bankruptcy of the famous US company "Lehman and Brothers", on 15 th of September 2008. It also involved the rating of credibility of debts throughout the world. The beginning of the financial and banking crisis was already a reality. The crisis expanded rapidly to all other world markets. A decline in stocks was noticed in all stock markets, followed by a sharp decline of real estate prices in US and developed European countries. Setting from credible information sources, such as local stock indexes such as MSCI, the decline of bonds had a rapid pace also in 2009 and 2010 . To overcome the difficult situation, the US and EU countries begun taking extraordinary measures to save first and foremost the countries from bankruptcy of banking systems, which were overwhelmed with bad loans, and suspicious non-payable liabilities. Due to the effect on the banking systems, the measures taken by states were proven to be insufficient, and the crisis began expanding into the real economy, thereby influencing whole branches of economy, such as construction, automotive industries, etc. The decline in production was coupled with a concerning growth of unemployment, thereby indicating deflation. "The Economist" in March 2009 published the data on unemployment rates in the most important countries of the world: in US, the unemployment rate in February 2009 reached 8,1%, thereby marking the highest rate of the 21 st century, and especially in the last 50 years. China had cut 3% of jobs (around 20M people). Other indicators of the crisis, according to the IMF, also included the high budgetary deficits in a ratio with the GNP, and the heavy burden of public debts. These two indicators were grossly high for Greece and Italy, thereby rendering difficult any further loans.
The most recent rating data, pertaining to December 2010, and the first semester of 2011, show a deterioration, especially for Greece and Italy. Greece was rated C by Raiffeisen Group, and Ca by Moody's, with a negative inclination. Greece has been rated C from B3, while Italy A3 from A2. This is related to the most recent crisis in the Eurozone 3 . Greece seems to have a dire situation in quality factors, which are related to internal and external political risk, and financial sector and access to international equity markets.
The impact of the 2008 crisis in Albania
Albania has had numerous debates amongst economists, but also politicians from various wings, on the effects of the crisis in Albania. Has there been any financial crisis in Albania? What have been the most important effects thereof? What are the policies to be pursued to alleviate the situation? To respond to these questions, one must initially understand the nature and extent of the possible impact of the economic and financial crisis generally on our economy, and secondly, we must identify factors and features characterizing our economy.
If we would set off from the status of development and structure of our economy, economists would suggest that our country enjoys a relatively poor 3 Sovereign Crise ______________________________ Iliria International Review -2012/1 © Felix-Verlag, Holzkirchen, Germany and Iliria College, Pristina, Kosovo development level, with its banking and financial systems being less complex than in other countries. Although there is a number of foreign and domestic banks operating in our economy, not all financial instruments, as used in other countries, are used in Albania. There are no transactions of different types of bonds (apart from treasury bonds), there are no transactions with various financial derivates. This means that clients, and banks, are not very much exposed to negative fluctuations of various world markets. For this reason, economists cling to the idea that the integration of our internal financial market with the world economy is much poorer than in any other country more affected by the crisis. The size and structure of our economy are less susceptible to fluctuations in global economy. Since around 60% of the GDP consists of services, a sector which is dominated by education, health care, defence, etc., which are even less sensitive to such fluctuations. Around 19% of the GDP is made by the agriculture sector, which is considered to be relatively less sensitive to the crisis, since the consumption of such products is not affected that much in comparison with industrial products, e.g. the construction sector, which has enjoyed the highest development pace in the recent years in Albania, which may be largely affected by the global crisis. In the total structure of the GDP, it takes a share of 14%. The factors influencing the downward line of the construction sector are numerous, and are mainly related to the declining purchase power, costly construction sites, increased prices of imported construction materials, etc. One may notice a contraction in this sector, manifested in poor solvency, and payment of liabilities by apartments, in dire absence of cash.
In relation to industrial manufacturing, its share in the GDP is 8% 4 in average, consisting largely of electricity generation by hydro-power plants. As it is widely known, this generation is considerably dependant on climatic conditions. Also, this industrial sector includes manufacturing several minerals for export, and manufacturing of clothes, shoes (raw material supplied by the requestor).
This sector has recorded a slowdown, due to the declining prices of mineral commodities in global markets, difficulties in exporting textile and shoe industry goods, and if we combine the declining purchase power in countries receiving such goods, than we may freely say that all these shall have their toll on our growth trends, which shall slow down, thereby influencing unemployment, and ultimately the purchase power in the country.
One cannot forget the fact that the remittances from abroad, which make for an important source of purchasing parity of the country, and an important factor influencing the exchange of our currency in comparison to foreign currencies, are declining as well. Numerous reasons may be numerated, though one cannot fail to see the connection with economic declines of both neighbouring countries, Greece and Italy.
Banking risk and country risk from the vantage point of domestic risk rating agencies
Scholars, government officials and international institutions have finally understood that in this globalization era, national authorities' control and oversight of markets must be strengthened, parallel with activities of international institutions, such as the WTO, IMF, WB 5 etc. One cannot forget to mention the 2009 meeting of the G-20, a 
Global financial crisis, banking crisis and first country risk in the viewpoint of domestic risk rating agencies
meeting considered to be the beginning of a new era for the global economic order due to the results achieved. The most important decisions of the G-20 summit are related to recognition by the countries of the need to strengthen state control and intervention for better operations of markets and preventing disastrous crisis, within which one might mention the addition of resources and strengthening of the IMF role, in coping with negative phenomena brought about by the world economy, also helping developing countries. In lieu with these, the decision was to triple the IMF funds from $250 to $750 Billion 6 . The IMF was given the right to place $250 Billion in Special Drawing Rights 7 , to help the most needy member states.
Another important decision of the G-20 was the establishment of a new board for financial stabilization, which together with the IMF would raise the flags on risks potentially to be faced by the world's economy, and measures to be taken to avoid excessive loaning, strengthening own ventures by banks, creating necessary reserve funds in high profit years, to cope with any difficulty in the future. Another issue was discussed in terms of taking measures for a more stricter limitation and control of the so-called "tax havens", placing stronger controls on the so-called "Hedge Funds" 8 .
One of the special measures included good functioning of rating companies, be they private such as Moody's, Standard & Poor, Fitch etc., and domestic agencies in various countries which deal with rating risks of the banks and country. There are many rating agencies by risk level 9 faced by many countries. These agencies make risk assessment based on scoring to be given to an entity or a country. The most known companies are Moody's, Fitch; Standard & Poor's; securities rating agencies. These companies make qualitative and quantitative analysis based on economic indicators, and based on scores assessing quality and quantity indicators, thereby issuing a risk rating of countries and all financial or international companies, mainly those listed. To explain how does a domestic agency go about rating the risk of companies or a country, we have taken the example of the Raiffeisen Group. This Group, based on a similar methodology with other rating agencies, such as Standard & Poor's, moody's rates its clients (mainly corporations and financial institutions) and the country. This company may afford its entry into the analysis, because it is a company present in more than one country (a total of 17 affiliate branches abroad Austria, and a large number of sub-branches, such as in Singapore, London, Washington, etc.). This company also enables various transactions between countries. Let us see how the country risk has been assessed by the Raiffeisen Group (HO).
The Country Rating Model at Raiffeisen Bank -RZB 10
To analyse the risk of the country in which a transaction is made, the RZB analyses several indicators of all countries it engages in transactions with.
First and foremost, the quantity indicators of economic risk are assessed. Such an analysis takes into account the economic indicators of the country being rated by the rating agency. To obtain such indicators, credible sources are used, such as the IMF, World Bank, the International Institute of Finance (IIF), Economic Intelligence Unit (EIU) and domestic official websites (such as Bank of Albania and INSTAT). Further, the agency selects the quantitative indicators. These indicators are divided into two groups, for the purposes of the analysis: Potential indicators -how much assets can the economy potentially generate? Balance indicators -internal and external balances According to the RZB agency, potential economic indicators to be considered include: population, which is studied separately: number, growth, unemployment, education levels; resources; economic structure GDP, investments, exports; economic growth: GDP, consumer demand, industrial production, public consumption, and growth of loan provision.
These indicators are noted in various time periods, looking at the past, current developments, and projections for these indicators. At the same time, internal balances are reviewed, in studying capability of countries to fund their internal public expenditure only by internal revenues. The main indicators assessed for this purpose are: ratio of budget revenues to GDP, ratio of government debt to GDP, ratio of budget expenditure to GDP. Indicators of annual inflation and government debt are also reviewed as a priority.
The rating agency also studies relevant information on financial positions and liquidity of a country. The major funding make for the demand of the country for currency exchange be larger than the supply the country can generate. In studying these aspects, the agency reviews the external debts, payments' balance, exchange rates, currency reserves, and import coverage.
High importance is assigned to problems of country's liquidity by the agency, especially in conditions generated by the financial crisis which has captured the world for several years already. In studying liquidity, the agency takes into consideration specifically the indicators related to: deficits in current accounts and repayment of external debt instalments, funding demands, the manner of covering these funding demands. When studying the manner of covering for funding demands, the agency views whether that is made by using capital incomes, therefore represented by portfolio investment or by foreign direct investments (FDI), or funding was made from loans. If the country is not capable to access international capital markets, it must direct itself to withdrawals from currency reserves, or might require bilateral/multilateral support. Further, we shall be introduced to the ceilings set by the domestic agency, which are taken into account to rate the country.
-Annual real GDP growth Based on these relations and specific weights each indicator is assigned, a + or a -is given for each indicator, thereby making the quantitative assessment outcomes based on scores. Important items are also quality indicators of political risk type. In the tables below, which are presented as annexes of the present paper, it is clear how the country is rated by the private agency Moody's and by the domestic agency RZB. As one may see in the last table, there is a sum of quantitative sorting (quantitative indicators) and the sum of qualitative sorting (qualitative indicators), thereby making the total score of the country. The results show that the domestic agency was a bit more conservative in calculating the country risk rating than the private agency Moody's. Therefore, Albania, according to the RZB keeps the rating of B4 for more than 2 years, from July 2007 to December 2009, while according to Moody's, it is rated B1, which means a stable economic/financial situation. If one would comment on the last table, which compares Albania, Bulgaria and Croatia, the first part of the table analyses and assesses internal qualitative indicators, such as: GDP per capita, real GDP growth, annual inflation rate, budget deficit and concentration of exports in percentages. Further, external indicators are analysed, such as: total external debt, external debt in a ratio of GDP (in %), external debt to exports (in %), short term debts to total debts, debt service to exports, current account balance. Further, the liquidity indicators are assessed, including: coverage of imports (months), short term debts to currency reserves (in %), funding demands to reserves, net direct investment to funding demands.
The second part of the table reviews the political risk indicators, which are divided into two specific sectors: internal political risk, which analyse indicators such as economic management, economic environment, economic policies, inequality in income distribution, unemployment and living standard, legal and fiscal system standards. The external political risk indicators include: neighbourly relations, relations with international institutions, behaviour expected towards creditors. The last is the financial sector.
One must underline that Albania, for the period for which there are quantitative risk data, has been rated better than Bulgaria and Croatia, while it is scored negatively in terms of qualitative indicators' risks, which in total lowers the rating in comparison to the two countries we have mentioned. From this assessment, one may conclude that Albania must do more in the sense of fulfilling conditions to reduce political risks. In saying that, one must also take into account that we are also in compliance with permanent requirements presented by international institutions monitoring Albania's steps in opening EU membership negotiations.
The most recent official data published for each country were obtained from both agencies. This information is regularly updated at every moment new data are published. For Albania, the most recent information is from December 2010. In the rating sheet, apart from risk assessment, there is also a short description of political developments of each specific country, which reflects a short background history, together with the most recent developments in the country, and also a summary of economic developments, containing general economic data of the country under analysis and rating, thereby mentioning economic growth indicators, inflation, CPI, exchange rates, etc.
Usually, the information used by the rating agencies is the information published in official sites of competent institutions such as the Central Bank, Institute of Statistics, etc. Presently, for our country, we used the official website of the Bank of Albania, www.bankofalbania.org. In the data above, Albania continues to be rated B4 in the first semester of 2011. Albania is one of the poorest economies in Europe, reflecting a permanent structural weakness. Inefficient infrastructure and poor institutional environment have impeded economic development.
Nevertheless, with the assistance of the IMF, the macroeconomic situation has been stabilized in the last years, with an average real rate of GDP of around 6% in the last 10 years, and an inflation rate kept at the limits of 2-4%, which has been in conformity of the objectives of the Central Bank (3±1%). Albania was less influenced from the global financial crisis than other countries. By avoiding the recession, with a considerable increase of government expenditures, especially in infrastructure, which reached their peak in the last legislative elections in June 2009.
Growth engines have seriously lost their energy. Construction, one of the key sectors of economy generating growth, has suffered a decrease of 30% in 2010, and there is no expectation of improvement. In these conditions, the possibility for further investment in infrastructure is extremely limited, as a consequence of very high public debts. The largest growth in the last two semesters was generated by the sectors of services and electricity generation, the latter being largely dependant on climatic conditions.
The largest economic challenges derive from chronic external deficits, including the real commercial deficit and current account, and the high public debt. Although still in lower leves, the external debt has marked concerning curves. Albania has recorded a very high level of public debt and external debt in general, in comparison to its development rate. Necessary infrastructure expenditure and the lack of production development facilities make for the understanding that the external and public debt is higher than reported.
The unstable political climate and the negative opinion of the European Commission in terms of the Candidate status can only make for impediments to the optimal use of scarce public funding, with a negative impact on future growth and will make pressure on Government Rating (Sovereign) .
Conclusions
Rating of different countries is strongly based on accuracy and quality of information, its credibility. Albania must do more in terms of fulfilling conditions for lowering political risk. The objective of rating the country risk is to take into account the risk of transactions made in various countries based on client demands, especially for products that may be offered in relation to these international transactions. These may be documentary loan products, such as: Credit Letter, Warranty Letter, treasury products such as placements and deposits abroad, currency exchanges (Forward and Spot) etc.
The purpose of this analysis is to set maximal limits of group exposure to a country for all transactions made. The main basis of limit approval is the country rating (A1, A2,.. etc), transaction maturity periods and products. These limits are reviewed on annual basis, and are combined with demands that the bank / country has for transactions with various countries. The comparison with rating of international rating agencies is the basis for rating accuracy. The risk rating reports are updated in monthly/quarterly basis. In extraordinary events in financial markets, information may even be updated daily (the Greek case).
The Raifeissen Bank HQ has an integrated risk division, which engages in the analysis of these risks in a centralized manner. The domestic RZB agency was more conservative in calculating the country risk rating than the private agency Moody's.
ANNEXES
A1 unidentifiable -payment capacity is outstanding A2 unidentifiable -payment capacity is very strong A3 unidentifiable -payment capacity is strong B1 must be kept under control (observation) -payment capacity is good B2 must be kept under control (observation) -payment capacity is satisfactory B3 must be kept under control (observation) -payment capacity is sufficient B4 must be kept under control (observation) -payment capacity is disputable B5 must be kept under control (observation) -payment capacity is very disputable C very high risk -payment capacity is unsure D non-payment (in default) Source: Raiffeisen Bank (confidential).
